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THE TAX CREDIT PLAN 


(Section 90, Income War Tax Act) 


What it means—to the country—to the small business—to the established 
firm—to the new enterprise 


The Tax Credit Plan which was the highlight of this year’s budget represents 
a significant development in tax policy. In view of its importance it is 
particularly desirable that the nature and scope of the Plan should be thoroughly 
understood. Already many firms have signified their intention to take 
advantage of this Plan and the very material benefits available under it. But 
it is possible that some business men are not yet aware of the opportunities 
it offers. This statement is intended to point out these opportunities, and 
to urge business men to make as full use of them as possible. 


Through offering a substantial incentive to business to proceed with 
programs of capital expenditure, the Government hopes to induce speedier 
recovery and to make further progress in its efforts to reduce unemployment. 
It is well known that through Housing Legislation the Government has 
encouraged, with good results, an industry which was particularly hard hit 
during the depression. Under income tax exemption provisions introduced in 
1936 the mining industry of Canada has made marked progress. The present 
measure follows the same principle of holding out incentives to expansion and 
now extends this form of encouragement to all productive enterprise. 


The Plan allows the taxpayer a credit against his future income taxes of 
amounts up to 10 per cent of the capital expenditures on buildings, machinery 
or equipment made by him in the present year. It should be emphasized that 
the benefit is in the form of a credit against the tax bill. Actually a credit 
against tax of 10 per cent of capital expenditures is equivalent to allowing a 
deduction from income of about 67 per cent of the capital outlay (that is, with 
a corporation income tax rate of 15 per cent, a credit of $1 against tax is 
equivalent to a deduction of $6.67 from income on which the 15 per cent is 
payable). Clearly, then, a plan which in effect allows a business for income 
tax purposes, to write off as an expense in earning its income two-thirds of 
the capital outlays during the year, offers very substantial benefits. 

Allowing tax credits under this Plan in respect of capital expenditure in 
no way affects the normal allowances for depreciation. That is to say, buildings, 
machinery and equipment in respect of which a tax credit is claimed will still 
qualify for 100 per cent depreciation as ordinarily allowed under the Act. 


The Public Importance of Private Capital Expenditure 
To appreciate the full significance of this measure it is necessary to bear 


in mind the crucial importance of capital expenditure in our economic life. It: 


is well known that the total of this kind of expenditure is subject to very wide 
fluctuations as between prosperity and depression, depending, as much of it 
does, on business sentiment and the state of confidence rather than on immediate 
day-to-day conditions. In its very nature the greater part of capital expenditure 
is readily deferred or anticipated. Accordingly, periods of uncertainty may find 
capital expenditure falling to near the vanishing point, while periods of boom 
are apt to find everyone trying to invest at once. The decline of investment 
in depression brings severe unemployment and loss of purchasing power to the 
large section of our people who depend upon this expenditure for their incomes. 
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When, as_is bound to happen, consumers’ spending slows down following 
a reduction of thei incomes, capital investment may be still further discouraged. 
Thus, the forces operating in this circle of cause and effect may drive business 
steadily downward. On the other hand, through a timely increase in new 
investment these forces may operate cumulatively to bring about a strong 
upward movement in economic activity. Capital expenditure reaching the hands 
of consumers provide greater purchasing power which, of course, leads to more 
spending and this in turn usually justifies still further capital outlays. 


Our national income, our employment and production, all depend on the 
continuous stimulus afforded by the capital expenditure of the whole nation. 
In order that we may be prosperous it is essential that our savings should be 
matched by an equal investment in real things. It is imperative that capital 
should be not idle but active and venturesome. When business is not spending 
enough of the nation’s savings this deficiency in incomes and, therefore, in 
purchasing power prevents full employment being reached, and this compels 
Governments to enlarge their spending to relieve distress. But Government 
spending of borrowed capital is merely a palliative and not a satisfactory 
substitute for the private use of the savings of our people. 


In addition to bringing about higher incomes and more prosperity in the 
present the stimulus given to capital investment under this Plan is intended 
to have permanent advantage through improving and extending our useful 
capital equipment. It will enable Canada to profit from the great technical 
advances of recent years and make it possible to increase our industrial 
efficiency. It will help Canadian industry to compete both in domestic and 
export markets with the most modern plants developed abroad under competitive 
pressure or nationalist policies. Other countries have been very active in recent 
years in improving their capital. 


To the Owners of Small Businesses 


Most of the business of this country is done by small firms. Collectively 
their capital expenditure is more important to our prosperity than that of large 
corporations. For this reason, it is particularly desirable that all sorts of small 
businesses should avail themselves of the benefits of this Plan which applies 
to individuals and partnerships just as well as to corporations. 


The storekeeper, for example, will be able to find ways of improving his 
business with the help offered by this tax exemption. The general store can be 
modernized. The butcher and grocer can use this assistance to install refrigerat- 
ing systems. Restaurants can modernize their kitchens. Theatres may use this 
occasion to install air-conditioning equipment. To those engaged in the tourist 
business this Plan presents an opportunity to improve or extend their accom- 
modations for visitors, or to develop the natural advantages of a good location. 
In all sorts of firms there are opportunities to use new productive capital, and 
money can be saved by making these expenditures while this Plan is in 
operation. 


To the Larger Business 


In the manufacturing field the competitive advantage to be gained by 
prompt action under this Plan is evident. Obsolete machinery may be replaced 
by the most improved types and credit thereby earned against the payment 
of future income taxes. This credit is not wasted if a year or two of unprofitable 
operation should occur, since there is provision for carrying forward unused 
credits to later years. Similar credits can be earned on extensions of plant or 
on expenditure on equipment installed to manufacture new products. These 
credits can be applied against the tax on the income derived from all the 
company’s operations. 
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A number of companies—manufacturing, mining and, marketing—have 
already begun to take advantage of this Plan. They are accelerating construc- 
tion work in connection with the expansion of existing properties, building new 
plants or additions to old ones, as well as undertaking immediately many minor 
capital improvements that are frequently postponed from year to year. 

The assistance offered under this Plan applies to the use of depreciation 
reserves in making replacements. Most firms should have means of taking 
advantage of the Plan in this way. Taken individually these items may only 
be of minor importance, but over all of industry they can add up to a substantial 
total, large enough to provide a real stimulus to recovery. The tax credit 
assists each to benefit from his own action, while all will benefit from the 
recovery effects of the whole program. 


To the New Enterprise 

The credits available under this Plan should be a very important factor 
entering the decision of those contemplating the establishment of new enterprises. 
By means of it the net capital cost of establishing a business can in effect be 
substantially reduced since part of these expenditures may be credited against 
income taxes in future years. Again it should be emphasized that where no 
profits are earned during the first few years of operations the credit may be 
carried forward to subsequent years. 

It is hoped that the Plan will be particularly effective in helping to establish 
new industries in this country. There is a real need both for additional domestic 
industries and for new exports. 


Basic Conditions Favour Expansion 

The present appears an opportune time to make use of this Plan. Under- 
lying economic conditions are favourable, although somewhat obscured by the 
effects of last year’s recession and the threats of war abroad. We possess all 
the essentials for prosperous expansion—plenty of able and willing labour, 
cheap power, competent technical men, ample credit and adequate natural 
resources. We enjoy excellent trading relations with other countries. A growing 
population promises an expanding domestic market. The relations between 
business and governments are friendly. Governments and public opinion on 
which they are based, recognize that a reasonable business profit is essential 
to the proper functioning of our economy. 

Fear of war need not deter business from taking advantage of this oppor- 
tunity to improve its capital. If war should come, Canadian business may be 
disturbed but it will not be destroyed. Our capital will be more valuable if 
it has been embodied in useful forms and not left idle because of uncertainty. 
The demand for our products abroad might well be increased by war. Other 
nations look with envy to-day on our security and see in Canada one of the 
few remaining countries where individual enterprise has a chance to develop 
in peace and freedom. 

The Tax Credit Plan is intended to create employment by encouraging 
business men to take advantage of this favourable situation immediately. 


Inquiries regarding the details of the Tax Credit Legislation, the regulations which 
have been issued by the Minister of National Revenue, and the procedure to be followed 
in making claims under the legislation should be directed to the Inspector of Income 
Tax of the district in which you reside. 
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